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Introduction
In 1918, Schumpeter (1918 Schumpeter ( , [1953 , p. 5) contended that people's nature, its cultural achievements, social structure, and what their countries' policies offer could be read from its fiscal history. 1 Fiscal policy appeared to him as the best expression of world history. Since this publication, public choice analysis and political economics have followed his suggestions, though more often unconsciously than deliberately, to investigate how constitutional frameworks, institutional environments and political events influence fiscal policy in different countries. For example, Peacock and Wiseman (1961) studied the impact of wars (and other deep crises) on government growth and argued for the existence of a displacement effect. While tax resistance before a crisis prevents politicians from extending the state's grip on the economy, a crisis reduces this resistance because taxpayers accept the necessity to raise government resources to overcome a critical situation. After the crisis, taxpayers have gotten accustomed to the increased tax burden and the government is not compelled to reduce its activities to the level prevailing before the outbreak of the crisis. Similar to wars, the Great Depression served such a purpose and allowed for the extension of social welfare states in many Western societies (see Wallis 2000 for the U.S.). In the U.S., this even led to a revision in the basic structures of American federalism (Wallis 1991) .
The political economy of government size (Tridimas and Winer 2005) attributes the factors shaping fiscal policy to the demand and supply side. Thus, Peacock and Wiseman's (1961) displacement effect results from an extraordinary demand for government expenditure during a crisis. Lott and Kenny's (1999) analysis underlines the importance of changes in the demand for income redistribution and is thus in line with the Meltzer-Richard (1981) model. Similarly, the classical studies by Wagner (1892) and Brecht (1932) emphasize income and urbanization, respectively, as determinants of the demand for government activity. Concerning the supply side, the relative productivity of public services as a reason for the "cost disease" (Baumol 1967) , the inherent desire of Leviathan governments to exploit citizens (Brennan and Buchanan 1980) , and partisan influences (Hibbs 1977, Blais, Blake and Dion 1993) provide grounds for a relative increase in government activity.
However, as Tridimas and Winer (2005) or Besley and Case (2003) emphasize, these approaches somewhat ignore the impact of constitutional and institutional structures on fiscal policy outcomes. 2 Only recently have the constitutional differences between majoritarian and proportional representation systems or between presidential and parliamentarian systems (Persson and Tabellini 2000 , Milesi-Ferretti, Perotti and Rostagno 2002 , but also those between direct and representative democracies (Feld and Kirchgässner 2001a , Feld and Matsusaka 2003 , Matsusaka 1995 , 2004 been studied in comparative political economics. The starting point is the fiscal commons problem that arises when political decision-makers in the legislature or the executive provide benefits from public projects concentrated on particular groups of society while the costs of these projects are spread across the whole population through general taxation. This particular common pool problem has been known at least since the seminal work by Buchanan and Tullock (1962, chapters 10 and 11) , but it could occur in different forms. While the U.S. discussion mainly pays attention to the effects of pork-barrel politics in legislatures on public spending (Weingast, Shepsle and Johnson 1981 , Inman and Fitts 1990 , Gilligan and Matsusaka 1995 , the European discussion focuses on coalition or cabinet size of the executives as characteristics of a fiscal commons problem determining spending, budget deficits and public debt (Roubini and Sachs 1989a , 1989b , Kontopoulos and Perotti 1999 , Volkerink and de Haan 2001 , Perotti and Kontopoulos 2002 . This distinct emphasis may be interpreted as a hint to the importance of the constitutional differences between majoritarian/presidential and proportional representation/parliamentarian systems.
Comparing direct and representative democracies, Kirchgässner (2001a, 2001b) , Feld and Matsusaka (2003) , Feld, Schaltegger and Schnellenbach (2008) and Schaltegger and Feld (2009) argue (and present evidence for Switzerland) that the fiscal commons problem is less severe under direct democracy due to difficulties to organize log-rolling in referenda and initiatives. Their results of a lower level of public spending and of less centralized spending and revenue in direct democracies, which they obtain for a panel of the Swiss cantons between 1980 and 1998, are supported by Funk and Gathmann (2007) . Their main concern is the sustainability of federal fiscal policy. There is also an earlier time series analysis by Kirchgässner and Pommerehne (1997) for all three go-2. Tridimas and Winer (2005) underline the additional importance of political influence without discussing however constitutional or institutional structures either.
vernment levels in Switzerland and for Germany from 1961 to 1987. They include political variables in addition to characteristics of demand and supply for government activity and socio-demographic controls. However, they do not look at institutional factors such as proportional representation or direct democracy and the time period they study is too short to investigate short-run and long-run effects in a differentiated way.
3
This paper contributes to the political economy of fiscal policy using time series data for the Swiss federal level. In contrast to previous analyses, the data set extends from the creation of the Swiss constitution in 1849 until 2007. It thus covers the full time period with many historical events that need to be captured in addition to economic and socio-demographic factors.
Moreover, the long time series allows us to investigate potential short-run and long-run relations between the economic and fiscal variables. Our main research interest, however, consists in testing the hypothesis whether political stability induces sound fiscal policies in the longrun. Political stability is mainly captured by the time horizon of the finance minister, but is evaluated against the background of exogenous shocks like the two world wars or the Great Depression and constitutional changes like the switch to proportional electoral representation.
The remainder of the paper is organized as follows: In section 2, the impact of political stability on fiscal policy outcomes and how it is achieved under different constitutional regimes are discussed. The empirical strategy follows in section 3. The results will be discussed in section 4 while section 5 offers some concluding remarks.
Long-term political stability and fiscal policy: Some theoretical considerations
Starting from Buchanan's and Tullock's (1962) perspective of the fiscal commons problem, fiscal policy results from a differential success of societal groups which reap particular benefits from public policy, but spread its costs broadly over the whole population through general taxes. The core element of the fiscal commons problem is the notion of targeted spending and general taxes. As the marginal costs of each spending project are lower than the marginal benefits for the individuals in groups which are particularly privileged, these groups demand higher than socially optimal spending. Government activity is consequently extended beyond its optimal scope. It should, however, be noticed that this exploitation of those not participating 3. See also Kirchgässner and Pommerehne (1988) for a detailed analysis of fiscal developments in Switzerland.
There is an earlier study by Meier et al. (1973) , which uses time series of revenue, spending and federal grants from 1950 -1969 for all three government levels, but their focus is on income, inflation and population size. In addition to the recent panel studies on cantonal fiscal policy, there are of course several earlier papers like the one by Hauser et al. (1975) using cantonal cross section data, or the ones by Pommerehne and Frey (1976) , Pommerehne (1978) and Pommerehne and Schneider (1978) using local data.
in log-rolling arrangements, which bestow a privileged access to the fiscal commons, is generally restricted by a membership externality which stems from the intersection of members among separate majority coalitions (Buchanan and Yoon 2004) .
The fiscal commons problem is affected by different constitutional systems. The argument is that majoritarian electoral systems strengthen the accountability of representatives in contrast to proportional electoral systems, where the link between the electorate and the representative is much looser. In majoritarian systems, each representative in the legislature thus aims at ensuring re-election in his constituency by providing benefits from federal spending projects to his district. Only a part of the legislature will be successful in bringing home such funds. The successful incumbents exchange votes according to a log-rolling arrangement resulting in pork-barrel politics (Weingast, Shepsle and Johnsen 1981) . Such log-rolling arrangements are particularly successful in presidential regimes as legislators are less disciplined by partisan considerations. In parliamentary democracies, parties gain more importance as the government depends on a confidence vote of the different fractions in parliament. The argument is one of weak checks and balances. Parties must ensure their majority and ascertain a stronger independence from pork-barreling. In a parliamentary system with proportional representation, the fiscal commons problem occurs more directly and explicitly in the executive. Due to proportional representation, a parliament with more than two parties becomes highly probable, such that coalitions between parties must often be built to form a government. Log-rolling is then explicitly achieved in a coalition contract Sachs 1989a, 1989b) . Similar considerations obtain when different wings of a large party gain ministerial representation in government (Perotti and Kontopoulos 2002) .
In sum the traditional fiscal commons problem occurs with respect to public spending and subsequently public revenue. In more recent times, the role a fiscal commons problem plays in explaining the increasing indebtedness in OECD countries is additionally emphasized (von Hagen and Harden 1995 , Velasco 1999 , Volkerink and de Haan 2001 . The same mechanism could be described with the further complication of spreading the costs of concentrated spending projects not only to the current, but also to future taxpayers. The exploitation of the fiscal commons then implies excessive debt.
Several solutions to fiscal commons problems are discussed in the literature. Most prominently formal fiscal rules restrain overspending and excessive debts. 4 Moreover, budgetary proce-dures may constrain public debt (von Hagen 1992 , Hallerberg and von Hagen 1999 , Hallerberg, Strauch and von Hagen 2007 . In these analyses, the role of an agenda setter in the budgetary process, e.g. the finance minister, is emphasized. By coordinating the proposals of the different spending ministers, such a central player is able to reduce the fiscal commons problem if budgetary goals are tight and strictly enforced. From that perspective the fiscal commons problem is a particular kind of government weakness which finds its expression in different forms of fragmentation from large coalitions and cabinets to pork-barrel spending and divided government (Alt and Lowry 1994, Alesina and Rosenthal 1996) . 5 Fiscal policy under such a severe threat of common pool problems lacks the intertemporal reliability which is important for private actors in taking their economic dispositions. An institutionally strong finance minister thus helps to establish political reliability and stability. Institutional strength of the finance minister could be established by different measures, for example a right to veto the budget law, as in Germany, or the right to set pre-specified spending targets.
In addition to institutional strength, government stability, i.e. when a finance minister succeeds in remaining in office for longer time horizons, can reduce the fiscal commons problem.
Arguably, the incentives for an incumbent to maintain a good reputation with sound policy decisions are stronger the longer the time-horizon. In addition, a finance minister who succeeds in staying a long time in office usually enjoys a politically powerful position towards the parliament, the administration and the interest groups. In contrast, frequent government turnover weakens the position of the finance minister. A long time-horizon on the job vests such a person with a natural advantage with respect to spending ministers who have a lower tenure. Moreover, as Besley and Case (1995) As we are more interested in the effect of political and constitutional factors on fiscal policy than on sustainability of fiscal policy, we propose the following reduced form model: In addition to these economic variables, the model contains dummy variables capturing particular events in Swiss history which could be hypothesized to have affected fiscal policy. and 1969, years for which a federal income tax was levied (1916, 1917, 1921, 1924, 1925, 1928, 1929, 1932, and the drastic devaluation of the Swiss franc in 1936 are controlled for. Moreover, dummy variables which mark the shift from a majoritarian to a proportional representation system in 1919, the creation of the Swiss National Bank (SNB) in 1907 and of the federal old age pension system (AHV) in 1948 are included in the model.
With respect to these variables, and following the analysis by Peacock and Wiseman (1961) , we could hypothesize an unambiguously positive effect of the two world wars on public expenditure and revenue as well as on debt, but a negative effect on the budgetary surplus. In addition, we expect the introduction of the AHV to increase public spending, revenue and debt. It indicates the new era of the welfare state in Switzerland and thus exemplifies the demand for income redistribution as suggested by Meltzer and Richard (1981) . Also, following Persson and Tabellini (2000) , the switch from a majoritarian system to proportional representation supposedly increases spending, deficits and debt.
While additional instruments of direct democracy were introduced at the federal level since the foundation of the Swiss Confederation, direct democracy is controlled for by the number of referenda and initiatives, lagged by one period as well as a one period lag of voter turnout.
According to the partisan theory, ideological dispositions are often supposed to affect fiscal policy as well (Hibbs 1977, Blais, Blake and Dion 1993) . In particular, left-wing parties are assumed to favor a larger public sector and incur higher indebtedness. In our econometric model, ideology is captured for the executive by including a dummy variable adopting the value of one if a Social Democratic finance minister was in office and zero otherwise. In addition, the influence of the SPS is measured by the share of its seats in the national parliament. Both variables are lagged by one period. Although the Social Democrats are usually hypothesized to favor a larger public sector, it should also be noted that the rise of the Social Democratic
Party marks a boost of political competition at the federal level. In the beginning of the Confederation, federal politics was dominated by the (then largely protestant) Free Democratic Party (FDP). Its main political competitor, the (then largely catholic) Christian Democratic Party (CVP) entered the federal government in the end of the 19 th century in 1891. But both parties represented groups of the population which were more or less conservative. They could be expected to both favor conservative fiscal policies, but thus also to target spending to their clienteles. The rise of social democrats, in particular before the Second World War, threatened the rents of the CVP and the FDP obtained from the public budget. As long as the SPS was not included in the federal government (until 1943) , the political competition which was triggered by its rise could have led to a reduction in rents and possibly also spending. As a part of the governing coalition, it could be expected that the additional party in government increased spending because of the fiscal commons problem.
Political stability, as the final variable included in the analysis, has a particular meaning in this paper. It is measured by the time horizon of the finance minister. The measure is constructed retrospectively adopting a value of one in the first year of a finance minister and then counting continuously to the end of his term. Following the combined arguments by Besley and Case (1995) and the fiscal commons literature, a longer time in office provides a finance minister with incentives to perform well due to career concerns. The longer he is in office, the more experience will help him to enforce budgetary goals against the different spending ministers. Arguably, the incentives for an incumbent to maintain a good reputation with sound policy decisions are stronger the longer the time horizon of a respective term. In addition, a finance minister who succeeds in staying a long time in office normally enjoys a politically powerful position towards the parliament, the administration and the lobbies to influence policy decisions. In contrast, frequent government turnover weakens the position of the finance minister. We thus expect this variable to exert a positive effect on budget surpluses and a negative effect on public debt as well as on spending and revenue.
Political stability in this context does not mean the lack of exogenous shocks or the lack of coups and revolutions. With respect to the former, important exogenous shocks like the wars or the Great Depression could of course be observed in the time period covered by our data set. Regarding the latter, no coup or revolution took place in Switzerland. Since 1959, Switzerland experiences even an extraordinary degree of political stability in the sense that the government consists of the same four coalition partners. This system also allows a finance minister to stay in office without being much threatened by elections. He has a relatively high degree of discretion as to whether he wants to stay, to become minister in another ministry or to retire. Infrequently, Swiss finance ministers are forced to step down by their party or by political (and legal) scandals. The perspective adopted here is thus on the personality of the finance minister. It is a particular form of political leadership we are interested in.
The test strategy followed in this paper is straightforward. First, the time series characteristics of the data set are investigated by conducting unit root and cointegration tests. Tests on structural breaks are not conducted as they are well documented in the paper by Kirchgässner and Prohl (2008) for the Second World War. Moreover, several less important breaks are covered by different dummy variables in the reduced form regressions. Depending on the unit root and cointegration tests, the final models for the four dependent budgetary variables are specified.
In any case, given the structural break induced by the Second World War, these analyses are conducted for the whole sample and the two sub-samples before and after the war excluding these war years. For the two sub-samples, some exogenous variables may be meaningless, e.g. if a particular event did not occur in the sub-period, and are then excluded.
Results

Anecdotal evidence
A first look at Swiss federal fiscal policy since 1849 already reveals interesting patterns. From the foundation of the constitution until the first integral revision of the constitution in 1874, the federal level carried a relatively light fiscal burden. The government was mainly concerned with the formation of a federal army and the construction of a federal infrastructure to promote mobility and education. The source of income consisted of customs and excise duties. Usually, the federal budget was balanced in the first 30 years with the exception of extraordinarily high spending during the German-French-War in 1870/71. From 1874 to 1914 the federal government gained new competencies from the cantons in the sense of Popitz' Law (1927) . For example, the nationalization of formerly private railway companies to the Schweizerische Bundesbahnen SBB, the formation of a central bank (the SNB), laws to subsidize education and farmers, the construction of alpine roads and some inchoate social security transfer programs. Since the upgrading of government tasks at the federal level was not followed by new tax sources, the federal government warned the parliament repeatedly against the introduction of new spending proposals -with mixed success. Until the eve of the First World War, the federal government nevertheless conducted a relatively sound fiscal policy (Weber, 1969) . Neither do budget surpluses (in percent of GDP) exhibit important turns into the negative (Figure 1 ), nor does public debt (in percent of GDP) reveal any boost or much volatility (Figure 2 ). In the second half of the 19 th century, the Swiss Confederation appears to be a different one from today. However, it should be noted that a slightly increasing trend in the debt ratio could already be observed. Similarly, federal expenditure ( Figure 3 ) and revenue (Figure 4), both in percent of GDP, indicate similar increasing trends in public sector activity. Admittedly, the level of relative public sector size on the federal level was still well below 10%.
During World War I, government finances ran into huge deficits. This was the result of extraordinarily high military spending as well as falling government revenue due to drastically decreasing customs duties. Though the government introduced a federal income and wealth tax in 1915, additional revenue was not raised until 1916/17 and was small in amount. Thus, Switzerland was defraying the financial burden of World War I with debt (government bonds) and the seignorage from the Swiss National Bank SNB. After World War I, government spending was not immediately cut back to the initial level and the creation of new taxes was vetoed by public referenda. Thus, public finances recovered only slowly. In autumn 1929, federal government finances were hit anew by the onset of the Great Depression. The government answered with the implementation of a "deflation-policy". This policy resulted in severe economic and social turbulences which culminated in 1936, when the government had to devaluate the national currency Swiss Franc by 30% (Weber, 1969) . All in all, the First World War led to a remarkable change inducing a first noticeable federal budget deficit of 4% of GDP in 1915 and leading to stronger shifts in spending and revenue although Switzerland was not actively involved in the war. These unexpected deficits of the war period led to an increase in federal debt to 31% in 1922, before larger surpluses reversed that development during the years 1924 to 1937 (including the great depression).
In 1938, a "sales-tax" was introduced on the federal level due to financial needs of the upcoming World War II. In contrast to World War I, the government wanted to be prepared this time. However, the federal council was only partially successful. The reintroduction of a federal income tax, changes in stamp duties and the introduction of a balanced-budget-rule were vetoed in parliament. Despite all the preparations by the government, the financial burden of World War II went far beyond the scope of World War I. In 1940, the government made use of its extended constitutional powers and introduced several new taxes together with a tax amnesty. 29% of all extraordinary military spending were covered by the additional revenues (Weber, 1969) . During the Second World War, again the budget deficits, spending and re- 0%   2%   4%   1849  1853  1857  1861  1865  1869  1873  1877  1881  1885  1889  1893  1897 1901 1905 1909 1913 1917 1921 1925 1929 1933 1937 1941 1945 1949 1953 1957 1961 1965 1969 1973 1977 1981 1985 1989 1993 1997 2001 2005 German 70%   1849  1853  1857  1861  1865  1869  1873  1877  1881  1885  1889  1893  1897 1901 1905 1909 1913 1917 1921 1925 1929 1933 1937 1941 1945 1949 1953 1957 1961 1965 1969 1973 1977 1981 1985 1989 1993 1997 2001 2005 German 1849  1853  1857  1861  1865  1869  1873  1877  1881  1885  1889  1893  1897 1901 1905 1909 1913 1917 1921 1925 1929 1933 1937 1941 1945 1949 1953 1957 1961 1965 1969 1973 1977 1981 1985 1989 1993 1997 2001 2005 Spending 10%   12%   14%   16%   1849  1853  1857  1861  1865  1869  1873  1877  1881  1885  1889  1893  1897 1901 1905 1909 1913 1917 1921 1925 1929 1933 1937 1941 1945 1949 1953 1957 1961 1965 1969 1973 1977 1981 1985 1989 1993 1997 2001 2005 Revenue to GDP, 1849-2007 The development of government finances after 1960 was characterized by two trends: a first wave of government expansion was accompanied by good economic conditions so that public finances could be held more or less balanced even during the oil crises. The second wave of government expansion occurred during the 1990s and was accompanied by an economic downswing and relatively high rates of unemployment which ended at the beginning of the 21 st century. Additionally, in 1995 the VAT was introduced at the federal level which expanded the revenue capacity of the federal government considerably compared to the former sales tax. In 2001 voters agreed in a referendum to a balanced-budget-rule aimed to fight continued deficit spending (Frey, 2007) .
Regarding the performance of each individual minister of finance, Figure 5 , Figure 6 and The values are the estimated t-statistics. '**', '*' or '(*)' indicate that the null hypothesis of a unit root can be rejected at the 1, 5, or 10 percent level, respectively. The number of lags of the ADF tests has been determined using the Hannan-Quinn criterion. For the Philipps-Perron tests always 4 lags have been used.
As Given that the levels of budget surpluses in percent of GDP are I(0) and of the federal debt ratio is I(1) for the whole time period and before the Second World War, one of the usual tests for sustainability, namely that deficits and debt are cointegrated, would not make sense and could not serve as a help for our subsequent econometric specification. Thus, only tests on cointegration of federal spending and revenue are performed as they are difference stationary with the same order of integration. Kirchgässner and Prohl (2008) . 
Multivariate analysis
For the multivariate analysis, these clear-cut results suggest the following strategy. As the federal budget surplus in percent of GDP is stationary for the whole time period and both subperiods, the model formulated before is estimated by OLS. As we could not establish any cointegrating relation between the federal debt ratio and economic or fiscal variables and as the federal debt ratio is even stationary for the time after the Second World War, the model is again estimated by OLS. In the case of federal debt to GDP, regressions for the levels and the first differences are presented. In both sets of regressions capturing indebtedness, the results including a one period lagged endogenous variable are presented. The numbers in parentheses are the absolute values of the estimated t-statistics. '***', '**', '*' or '(*)' show that the estimated parameter is significantly different from zero at the 0.1, 1, 5, or 10 percent level, respectively. RMSE is the root mean squared error, and D.W. is the value of the Durbin-Watson statistic on autocorrelation of the residuals. S.W. displays the Shapiro-Wilk test for normal data. Table 4 . Please note also that in the first difference equations the continuous explanatory variables are also in first differences. With respect to federal spending in percent of GDP and federal revenue in percent of GDP, the existence of a cointegration relation allows us to estimate error correction models for the whole time period and the two sub-periods also investigating long-run and short-run effects of different variables. In comparison to that, we display also the results for spending and revenue levels since trend stationarity cannot be fully rejected.
The results for the federal budget surplus in percent of GDP are presented in Table 4 . The first column shows the results of our regression model with robust standard errors using the Huber-White sandwich correction and the second column the same model with a Newey-West correction of the standard errors. The Durbin Watson test statistics for the first regression indicates the existence of autocorrelation of the residuals. The reaction of the standard errors to the Newey-West correction does so likewise. In the third column, the model including a lagged endogenous variable is presented, while the AR(1) regression is shown in the fourth column. In the fifth and sixth columns we exclude the time period of wars and additionally of the recession period during the 1990s (1990) (1991) (1992) (1993) (1994) (1995) (1996) (1997) from the sample to control for outliers (see the Shapiro-Wilk-Test for normal data). Overall, across these specifications, the structure of the estimation results remains relatively robust. Given the strong autocorrelation of the residuals, the much stronger variation in significances does not surprise.
Focusing on the regression with a lagged endogenous variable in column 3, it becomes obvious that the federal budget surplus ratio is mainly determined by particular shocks, but also by political factors. The two world wars together with the German-French-War, as expected from the descriptive analysis, strongly and significantly reduce the budget surplus, while the devaluation of the Swiss franc increased the federal surplus. Both variables are significant on the 1 percent level. A larger number of seats in parliament for the social democrats significantly increase the federal budget surplus (at the 1 percent level), though this might be the luck of social democratic finance ministers being in office directly after the Second World War. Party affiliation seems to play a role in the federal council, too, even though there is not much variation in the data. As expected, a longer time horizon of the finance minister has also a positive sign and is significant at the 5 percent level for the whole time period. Regarding the two sub-periods, these results largely remain robust. While the time horizon of the finance minister keeps its significantly positive sign after excluding observations for the periods of the German-French-War, the First World War and the Second World War, it falls to the 90 percent significance level when also excluding the recession period of the 1990s. Anyhow, there is quite a robust relationship between the time horizon of a minister of finance and the soundness of public finances giving support to our argument in limiting the incentive to exploit the fiscal commons and in limiting the access to the fiscal commons for lobbies if the minister of finance remains in office for a long time-horizon.
Many of the other control variables, also the economic variables, do not have a robust significant effect on federal budget surpluses in percent of GDP with the important exception of interest rates. A higher number of referenda and initiatives have a weakly significant negative effect on the budget surplus which could be the outcome of the asymmetric restriction direct democracy puts on the revenue side as compared to the spending side on the federal level.
The results for the level of the public debt ratio, presented in the first three columns in Table   5 , contain some similarities to the surplus regressions, but also offer some interesting differences. Again the wars have a significant positive impact on debt. The devaluation in 1936 significantly increased the debt to GDP ratio for the whole period and the two sub-periods. The same holds true for the level of interest rates. Also the number of seats of social democrats in parliament significantly reduces federal debt even though the effect vanishes if we exclude the war periods as well as the recession period. The same is true for social democratic finance ministers. For the whole time period, the switch to proportional representation has a significant positive effect on the level of debt to GDP which does however not hold for the sub-samples.
Interestingly, the introduction of a federal income tax is positively associated with increases in the level of the federal debt ratio if we exclude the war-periods. The effect is significant at the 5 percent level and is also remarkable because the level of debt to GDP is stationary for that period. Thus, these estimations for the level of federal debt are particularly reliable.
A closer look at the first differences of the federal debt to GDP ratio reveals largely similar results to the level estimations. 8 The wars, the devaluation of the Swiss franc and the level of interest rates significantly increase changes in debt to GDP. The only remarkable deviation between the regressions for the level and the change of debt is that the state old pension system proves to be significant for the first differences of federal debt to GDP without the war periods as well as the recession period in the 1990s. Table 6 presents the results for the error correction model of federal expenditure and revenue to GDP. The first three columns contain the results for the first differences in spending for the full sample and the two sub-periods, while columns (4) to (6) exhibit the respective results for the first differences of federal revenue. Given the cointegration relation between federal spen-ding and revenue, it is most interesting that a significant short-run and long-run impact of revenue on expenditure is reported for the full sample, which is not matched by a similar effect of spending on revenue. That the revenue effects on spending vanish for the two sub-periods may be due to the much shorter time period. For the whole sample, these results provide support for the arguments by Peacock and Wiseman (1961) that the ability of a government to raise revenue is a precondition for an extension of public expenditure. In addition, the wars positively and significantly affect spending and revenue. Interest rates prove to be significant and positive in the spending ECM but not for revenue. Otherwise spending appears to be mainly determined by the dynamics between revenue and spending.
In the case of revenue, additional interesting results show up. The oil price and the foundation of the SNB have marginally significant and negative effects on revenue. The introduction of proportional representation significantly increases revenue differences in the whole time period. Similarly, a higher number of referenda and initiatives significantly increase revenue.
Both may indicate the ability of the government to raise revenue if the political procedures leading to higher taxation are perceived to be fair by the citizens.
While political stability measured by the time horizon of the finance minister does not significantly affect debt, government spending is significantly lower due to higher political stability also according to the results from the ECM. The same holds regarding the results of the level estimates in Table 7 . Looking at the revenue ECM as well as the level estimates, the time horizon of a finance minister plays only a minor role. This is very much in line with the results in the deficit equation. Thus overall, we obtain evidence that political stability induces sound public finances by smaller government spending but only marginally smaller government revenue. The general result supports other empirical evidence of the impact of government stability on the exploitation of the public budget as a fiscal commons.
Conclusion
In this paper, we have analyzed the impact of political stability on fiscal policy using time series for the Swiss federal level between 1849 and 2007. Theoretically, political stability, interpreted as a factually strong and successful finance minister who stays in office for a long time, may be a possibility to contain the fiscal commons problem of spending ministers exploiting the fiscal resources. Our estimation results are quite heterogeneous across the four budgetary 8. It has to be noted that the first differences in federal debts and the levels in deficits are different since many off-budget activities are included in the federal debt statistics but not in the deficit statistics.
indicators, i.e. federal surplus, debt, expenditure and revenue, all normalized by GDP. For the federal budget surplus and for federal spending, we obtain evidence that a longer time horizon of the federal finance minister leads to sounder public finances by smaller government spending. However, federal revenue as well as federal debt are largely unaffected by government stability. In the case of government revenue, this is plausible while the results on debt stand in contrast to our predictions.
Fiscal policy in Switzerland appears to be mainly driven by fiscal shocks such as the wars, but also by other events, like the devaluation of the Swiss franc by 30% in 1936. Of much importance are the dynamics between spending and revenue which provide support for the contention of Peacock and Wiseman (1961) that public spending increase if tax resistance wanes. Finally, some ideological effects can be found though not in the usually assumed direction. If social democrats have more seats in parliament this reduces deficits and debt. Although this might be the luck of a social democratic finance minister being in office during the consolidation after the Second World War, it still adds to the doubts regarding ideological effects. 1916, 1917, 1921, 1924, 1925, 1928, 1929, 1932, Documentation of the Swiss Federal Tax Administration Appendix B 
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